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Cost of Deposit Accounts 
COST accounting is usually associated with a manufacturing business, and the average person, 
if he thought about it at all, would say that a bank 
is the last place where it would be adaptable. 
Yet a bank or trust company has money and services 
for sale and it is essential that the costs of money 
and services rendered should be known, and un-
profitable business eliminated or made profitable, 
especially in these days of high operating costs. 
A deposit account on its face may appear profit-
able; nevertheless proper analysis may show it to 
be actually unprofitable at the rate of interest carried 
by it, while it might be profitable at a lower rate. 
To bring this out more clearly, let us take an 
account with an average balance of $10,000, which 
has an activity of eight or nine items per day, or 
say 2,500 per annum. Assume that the money put 
out by the bank nets 4 ½ % , and that the cost of 
handling this account is $78.00 per annum. At 
various rates of interest we have the following 
results: 
3% 2½% 2% 1 ½ % 1% 
Earnings after de-
ducting 13% Re-
serve—$8,700 @ 
4½% $391.50 $391.50 $391.50 $391.50 $391.50 
Interest on $10,000 
deposit 300.00 250.00 200.00 150.00 100.00 
Interest Earnings. . $91.50 $141.50 $191.50 $241.50 $291.50 
Expense 78.00 78.00 78.00 78.00 78.00 
Profit $13.50 $63.50 $113.50 $163.50 $213.50 
Per cent. of profit 
on amount of de-
posit or turnover. .13% .63% 1.14% 1.63% 2.13% 
This table shows that it would not be desirable to 
pay more than 1 ½ % on this account, if it is felt 
that there should be a return of a least 1 ½ % on 
money deposited, a return which must cover the 
costs of loaning out money, maintenance of credit 
department, bad debts, taxes, etc. If this account 
were only one-half as active, a 2% rate would show 
a profit of 1.38%. The probabilities are, however, 
that the activity in the account cannot be reduced 
to any considerable extent. The natural impulse is 
to ask the depositor to carry a larger balance, but a 
few minutes' study of the tables presented with this 
article, will show the bank executive that the best 
course both for the depositor and the bank is to 
reduce the interest rate, because it would require an 
average balance of more than $100,000 on this 
account at 2%, to show a profit of 1.63% on the 
turnover, but, by reducing the rate to l½%, a profit 
of 1.63% can be made on a $10,000 balance. While 
any banker likes to increase deposits, a good profit 
on the turnover is most desirable. 
With proper cost accounts, a bank is in a position 
to present a convincing argument to a depositor 
whose account is unprofitable, and no reasonable 
customer can expect a bank to transact business 
for him with little profit or at a loss. 
Tables to Show Profit or Loss 
For ready reference the results showing the profit 
or loss on an account under varying conditions should 
be worked up into a set of tables. A separate table 
should be prepared for each rate of interest allowed 
[2] 
on deposits, each table showing the profit based 
on the average balance and activity of the account. 
Thus, by running down the average balance column 
to the cross line showing the number of items per 
annum, one can immediately determine the profit or 
loss. To illustrate this feature, the following tables 
have been prepared. 
1% TABLE 
Items 
per 
Annum 
25 
50 
75 
100 
200 
300 
400 
500 
600 
700 
800 
900 
1,000 
1,250 
1,500 
2,000 
2,500 
5,000 
7,500 
10,000 
12,500 
15,000 
17,500 
20,000 
AVERAGE BALANCES 
$500 
2.14 
2.05 
1.95 
1.85 
1.45 
1.05 
.65 
.25 
[.14] 
$1,000 
2.40 
2.35 
2.30 
2.25 
2.05 
1.85 
1.65 
1.45 
1.25 
1.05 
.85 
.65 
.45 
[.05] 
$2,000 
2.53 
2.50 
2.48 
2.45 
2.35 
2.25 
2.15 
2.05 
1.95 
1.85 
1.75 
1.65 
1.55 
1.30 
1.05 
.55 
.05 
[2.34] 
$3,000 
2.57 
2.55 
2.53 
2.52 
2.45 
2.39 
2.32 
2.25 
2.19 
2.12 
2.05 
1.99 
1.92 
1.75 
1.59 
1.25 
.92 
[.71] 
$4,000 
2.59 
2.58 
2.57 
2.55 
2.50 
2.45 
2.40 
2.35 
2.30 
2.25 
2.20 
2.15 
2.10 
1.98 
1.85 
1.60 
1.35 
.10 
[1.14] 
$5,000 
2.60 
2.59 
2.58 
2.57 
2.53 
2.49 
2.45 
2.41 
2.37 
2.33 
2.29 
2.25 
2.21 
2.11 
2.01 
1.81 
1.61 
.61 
[.38] 
$7,500 
2.62 
2.61 
2.60 
2.60 
2.57 
2.55 
2.52 
2.50 
2.47 
2.44 
2.41 
2.39 
2.36 
2.29 
2.23 
2.09 
1.96 
1.29 
.63 
[.03] 
$10,000 
2.63 
2.62 
2.62 
2.61 
2.60 
2.58 
2.56 
2.54 
2.52 
2.50 
2.48 
2.46 
2.44 
2.39 
2.34 
2.24 
2.14 
1.64 
1.14 
.64 
.14 
[.36] 
$12,500 
2.64 
2.63 
2.63 
2.62 
2.60 
2.59 
2.57 
2.56 
2.54 
2.53 
2.51 
2.49 
2.48 
2.44 
2.39 
2.32 
2.24 
1.84 
1.44 
1.04 
.64 
.24 
[.16] 
$15,000 
2.64 
2.63 
2.63 
2.63 
2.61 
2.60 
2.59 
2.57 
2.56 
2.54 
2.53 
2.52 
2.51 
2.47 
2.44 
2.37 
2.30 
1.97 
1.64 
1.30 
.97 
.64 
.30 
[.03] 
NOTE: Figures in brackets [ ] show losses. 
[ 3 ] 
2% TABLE 
Items 
per 
Annum 
100 
200 
300 
400 
500 
600 
700 
800 
900 
1,000 
1,250 
1,500 
2,000 
2,500 
5,000 
7,500 
10,000 
12,500 
15,000 
17,500 
20,000 
22,500 
AVERAGE BALANCES 
$2,500 
1 49 
1.41 
1.33 
1.25 
1.17 
1.09 
1.01 
.93 
.85 
.77 
.57 
.37 
[.25] 
$5,000 
1 57 
1.53 
1.49 
1.45 
1.41 
1.37 
1.33 
1.29 
1.25 
1.21 
1.11 
1.01 
.81 
.61 
[.38] 
$7,500 
1 60 
1.57 
1.55 
1.52 
1.50 
1.47 
1.44 
1.41 
1.39 
1.36 
1.29 
1.23 
1.09 
.96 
.29 
[.37] 
$10,000 
1.61 
1.60 
1.58 
1.56 
1.54 
1.52 
1.50 
1.48 
1.46 
1.44 
1.39 
1.34 
1.24 
1.14 
.64 
.14 
[.36] 
$12,500 
1.62 
1.60 
1.59 
1.57 
1.56 
1.54 
1.53 
1.51 
1.49 
1.48 
1.44 
1.39 
1.32 
1.24 
.84 
.44 
.04 
[.36] 
$15,000 
1.63 
1.61 
1.60 
1.59 
1.57 
1.56 
1.54 
1.53 
1.52 
1.51 
1.47 
1.44 
1.37 
1.30 
.97 
.64 
.30 
[.03] 
$17,500 
1.63 
1.62 
1.61 
1.60 
1.59 
1.57 
1.56 
1.55 
1.54 
1.53 
1.50 
1.47 
1.41 
1.36 
1.07 
.79 
.50 
.21 
[.07] 
$20,000 
1.63 
1.62 
1.61 
1.60 
1.59 
1.58 
1.57 
1.56 
1.55 
1.54 
1.52 
1.50 
1.44 
1.39 
1.14 
.89 
.64 
.39 
.14 
[.10] 
$22,500 
1.64 
1.63 
1.62 
1.61 
1.60 
1.59 
1.58 
1.57 
1.56 
1.55 
1.53 
1.51 
1.47 
1.42 
1.20 
.98 
.75 
.53 
.31 
.09 
[.13] 
$25,000 
1.64 
1.63 
1.62 
1.61 
1.60 
1.60 
1.59 
1.58 
1.57 
1.56 
1.55 
1.53 
1.49 
1.45 
1.24 
1.04 
.84 
.64 
.44 
.24 
.04 
[.16] 
NOTE : Figures in brackets [ ] show losses. 
As a matter of fact it is possible to get along with 
one table, for if the table is computed on a 2% 
rate and a test is desired of an account carrying 
13½%, all that is necessary is to add one-half of 
one per cent. to the figures shown on the 2% table. 
In the same way, if the account carries 2%, then 
¼% should be deducted from the figures shown 
on the 2% table. In practice, however, it will prob-
[4 ] 
ably be found more convenient to have several 
tables, as the average balances and number of 
items will run higher on the tables showing the 
higher interest rates. 
To follow up unprofitable accounts currently, each 
bookkeeper should have a set of tables, so that each 
month he can review the accounts on his ledger and 
report immediately to the officer in charge all 
accounts showing less than, say, 1 ½ % profit. 
The foregoing discussion shows the practical 
application of the costs accounting system. The 
method to be used in determining the costs may be 
suggested as follows: 
Method of Finding Costs 
The four elements determining the value of an 
account are: the interest allowed on the deposit, the 
interest earned on the money loaned out, the activity 
of the account, and the cost of operation. 
The cost of operation is divided into three sections: 
1st. The cost of keeping the account, exclusive 
of activity 
2nd. The cost of the activity in an account 
3rd. The overhead cost 
The first item is based on the expense of maintain-
ing the account, and includes figuring interest, send-
ing out statements, etc., working on the assumption 
that the account is inactive. 
The costs entering into this item are salaries for 
the necessary clerks, stationery, postage, rentals, etc. 
Such costs are prorated on a basis of the number 
of accounts in the bank. Thus, the balance in the 
[5] 
account and its activity have no bearing on this 
first cost item. 
An Account's Activity 
The second cost item is based on the activity of 
the account. In the Guaranty Trust Company the 
activity is noted monthly on the average balance 
cards kept for all depositors' accounts, This cost is 
comprised of salaries of the additional book-
keepers required because of the activity, cost of 
additional space, the major part of the operating 
expenses of the Tellers, Transit, and Collection 
Departments. Cost per item is determined by divid-
ing the total number of items into the total costs 
mentioned in this classification. This is not done 
every month, as a computation once every six 
months or once a year is usually sufficient to give 
accurate costs per item for this purpose. 
Overhead 
The third cost item is the overhead or indirect 
expense. Reckoning this is the most difficult prob-
lem, and the exact procedure may need to be varied 
to meet different conditions in different institutions. 
In the average bank a reasonable way of allocating 
this expense is to ascertain the amount of indirect 
expenses and prorate the amount over the aggregate 
assets and deposits in order to determine the amount 
fairly applicable to deposit accounts. The latter 
amount, when determined, may be charged against 
each deposit account on the basis of the balance in 
the account, on the theory that the larger the volume 
or balance, the more work, care, and supervision 
[6] 
are required in keeping the money profitably in-
vested. If a company has varied interests, such as 
a trust department, foreign department, etc., 
a proper proportion of the overhead should be 
allocated to such activities. 
Of course, if a bank is doing a strictly commercial 
business, all costs of operation other than those 
designated in the first and second classes, can be 
included in the overhead charge, in which case the 
profit shown by the deposit account will represent 
the net profit of the business. In this case, the 
profit to be shown by an account would be smaller 
than the 1 ½ % used in these illustrations. The 
method adopted is not important so long as the 
basis used in the computation is understood. 
The method used in working out the results in 
the tables is as follows: 
Earnings on a $10,000 deposit after deducting 
13% reserve—$8,700 @ 4 ½ % $391.50 
Interest on $10,000 deposit @ 2% 200.00 
Interest Earnings $191.50 
Expenses: 
Cost of maintaining account at $2.00 
per account $2.00 
Cost of activity 2,500 items per annum 
@ $.02 per item 50.00 
Overhead at $.0026 on $10,000 Balance 26.00 
Total Expense 78.00 
Profit $113.50 
Equal on $10,000 Balance to 1.13½%. 
The costs as used in this computation should, of 
course, be worked out in the manner heretofore ex-
[ 7 ] 
plained. The Guaranty Trust Company has been 
using this method for a number of years, and it is 
not a long process to figure out the costs and prepare 
the tables once or twice a year. 
A large proportion of the expenses of banking 
institutions consists of clerical salaries, which are 
very much higher now than before the war and will 
probably remain so. Interest earnings are on the 
decline and the rates for loaning money are governed 
by supply and demand for funds, which has no 
bearing whatever on the costs of operating. Con-
sequently, the higher operating cost in a low money 
market must be made up by reduction in the rate 
of interest allowed on deposits; it is therefore par-
ticularly important at this time to know just what 
each deposit account produces in the way of profits 
or losses, so that interest rates can be adjusted in an 
equitable manner to meet the increased cost of 
operation. 
This pamphlet has been prepared in the hope 
that it will supply a method for banking institutions 
to work out their costs, a problem that—judging 
from the numerous inquiries on this subject—is giving 
considerable concern to banks and bankers at this 
time. If banks generally would adopt a sliding 
scale of interest allowed on deposits, based on the 
average loaning rate for money, cost of operation, 
activity of account, etc., it would provide a much 
more equitable and scientific method of paying 
interest and one to which no one could object, as 
it would be fair to all. 
[8 ] 

